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KEY ECONOMIC INDICATORS 


1987 1988 


= 


Domestic Economy 

Population (millions) (a) 4.41 

Population growth (%) iv 1.8 
GDP in current dollars (billion) (1) 35.3 43.9 
Per capita GDP, current doliars (1) 8,082.4 9,713.5 
GNP in current dollars (billion) (1) 33.5 42.7 
Per capita GNP, current dollars (1) 7,665.3 9,460.4 
GDP (billion NIS*) (1986 prices) 46.7 48.4 
GDP change 5.2 Sed 
Consumer Price Index change (a) 16.1 20.7 
Wholesale Price Index (1977=100) (a) 2,676.4 3,704.6 


Production and Employment 
Labor force (thousands) (b) 
Unemployment (%) (b) 
Industrial production, % change in 
local currency, 1983=100 
Govt. deficit(-)/surplus, as % GDP (c) 
Industrial production index, 1983=100 11 
Productivity growth/worker (%) 


Balance of Payments (millions of dollars) 
Merchandise exports (F.0.B.) 8,201.4 9,445.4 10,334.9 
Merchandise imports (C.I.F.) 11,455.2 12,287.2 12,736.5 
Trade Balance -3,253.8 -2,841.8 -2,401.6 
Goods and Services Account -5,702.0 -5,189.0 -3,725.0 nfa 
Foreign direct investment (net) 197 -530 155 n/a 
Foreign debt (a) 25,309.0 24,501.0 23,664.0 n/a 
Debt service paid (net) 3,913 4,303 4,300 n/a 
debt service ratio as % 

of merchandise exports 47.7 45.6 41.6 n/a 
Foreign exchange reserves (a) (d) 6,094.5 4,386.4 5,330.1 n/a 
Average exchange rate for year 

(US$1=NIS*) 1.5947 1.5989 1.9164 2.20 


U.S.-Israel Trade (millions of dollars) 

U.S. exports to Israel (C.1I.F) 1,932.4 2,153.4 2,356.9 n/a 
U.S. imports from Israel (F.0O.B) 2,758.9 2,992.5 3,318.0 nfa 
U.S. trade balance with Israel —-826.5 -839.3 -961.1 n/a 
U.S. share of Israeli exports 32.6 30.7 31.0 n/a 
U.S. share of Israeli imports 16.2 16.6 17.9 n/a 
U.S. economic aid 1,200.0 1,200.0 1,200.0 1,200.0 
U.S. military aid 1,800.0 1,800.0 1,800.0 1,800.0 


Principal U.S. exports: (1989) ($ million) military equipment (n/a), 
machinery and mechanical equipment (790), agricultural products (364), rough 
diamonds and precious stones (171), chemicals (169), optical, photographic, 
and measuring instruments (157), vehicles and transport equipment (151), wood 
and paper products (126), and metals (117). 


Principal U.S. imports: (1989) ($ million) polished diamonds and precious 
stones (1,488), machinery and mechanical instruments (716), chemicals (228), 
textiles and clothing (147), optical, photographic and measuring instruments 
(138), metals (126), plastics and rubber (116), transport equipment (105). 


n/a = not available *NIS = New Israeli Shekel 
End of year 
Annual average 
Calculation based on Israeli Fiscal Year (April 1 - March 31) 
Based on IMF format which includes deposits of foreign residents. 


Figures may be distorted due to exchange rate fluctuations. 

Official Israeli statistics exclude military imports from import data but 
include military exports in export data. Military imports are reflected only 
in balance of payments figures and are not broken out by country of origin. 


Sources: Central Bureau of Statistics, Bank of Israel, and Finance Ministry 





SUMMARY 


Economic activity in 1989 stagnated for the second consecutive 
year, and inflation crept back over the 20 percent mark. 
Unemployment hit 8.9 percent, a 20-year high. In an effort to 
stimulate growth, the Bank of Israel pursued an expansionary 
monetary policy, placing significantly more resources at the 
disposal of commercial banks through tenders and monetary 
loans. This tactic brought interest rates down and contributed 
only mildly to inflation. 


The balance of payments, external debt, and trade balance 
accounts registered improvements in 1989. Tourism continued to 
rebound. Capital market reforms began to show results. The 
efficiency drive in the business sector continued. Real wages 
declined and the cost per unit of output decreased. 


Soviet immigration for 1990, estimated at 150,000 persons, will 
influence economic performance. Absorption efforts could give 
the Israeli economy a significant boost. Internal debt will 
likely increase as the government expands infrastructure, 
housing, social services, and employment expenditures. Israel 
will first need to secure the necessary investment volumes. 

The increased demand for consumer durables could result in 
higher imports and a widening of the trade deficit. There is a 
danger of accelerated inflation. 


Given poor recent performance in job creation, the unemployment 
situation will not improve in the short term. But, the high 
educational level of the Soviet immigration, which includes 
many scientists and engineers, should stimulate the computer, 
metalworking, agrotechnology, and defense industries. 


Israel continues to be an attractive market for U.S. products. 
The U.S.-Israel Free Trade Area Agreement has reduced customs 
duties and the number of items requiring import licenses. 
Israelis have a favorable orientation toward U.S. products, and 
the positive trend in the market share for U.S. exports is 
sustainable. Both standard high-technology exports and less 
sophisticated industrial and consumer items should sell well. 
In addition, American-made automobiles and building industry 
products should have improved market opportunities in the next 
several years. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic activity remained sluggish, with real growth in 1989 
barely breaking 1 percent. The ongoing Palestinian uprising 
has prolonged and exacerbated the slowdown. Increased exports 
(helped by three devaluations totalling 20 percent) and flat 
imports improved the 1989 trade deficit. Investment stayed 
depressed, as reflected in the modest component of capital 
goods in total imports. 


Efforts to reform the basic structure of the economy have 
proceeded slowly. The government remains the single largest 
employer. State-owned enterprises exercise monopolistic or 
Oligopolistic power over such sectors as oil refining, 
utilities, telecommunications, aviation, transport, and 
banking. In agriculture, marketing boards oversee a system of 
government-set subsidies, pricing, import controls, and 
production quotas. 


Because of its small domestic market, the government has long 
provided incentives for export industries, but has not always 
pursued a liberal trade policy. Since the end of 1989, a 
government consensus has been emerging which recognizes the 
need to lower protectionist barriers. Increased competition 
may, however, aggravate short-term unemployment at a time of 
rising Soviet immigration. Israel needs to spur public and 
private investment in infrastructure, housing, and capital 
goods. The immigrant influx should boost aggregate demand and 
may accelerate the pace of economic recovery, but it may also 
contribute to inflation. 


If economic indicators hold, the economic recovery may begin by 
the end of 1990. Nevertheless, growth for the year is not 
likely to exceed 3.0-3.5 percent. 


National Accounts: Modest 1989 growth of 1.1 percent resulted 
in a GDP of $43 billion. The gross product of the business 
sector grew by 1.4 percent, slightly better than the 1988 
result of 0.7 percent. Most consumption indices registered 
negative growth. Private consumption fell 1 percent in 1989, 
versus 3 percent growth in 1988. Per capita private 
consumption declined in 1989 by 2.5 percent after 1.0 percent 
growth in 1988. Negative growth of 2.6 percent in defense 
consumption caused the overall decline in public consumption. 
Excluding defense imports, public consumption fell 

0.6 percent. Direct defense imports fell 29.0 percent, from 
$2.1 billion in 1988 to $).5 billion in 1929. 





Total investment in fixed assets declined 5.5 percent, the 
second consecutive year of negative growth. As a result of a 
2.4 percent decrease in investment in equipment and machinery, 
the capital stock per employee dropped to 1984 levels. On the 
positive side, investment in residential and nonresidential 
construction increased. 


Balance of Payments: Israel's merchandise trade account 
improved again in 1989; the deficit declined from $3.05 billion 
to $1.82 billion. A combination of an $800 million expansion in 
exports (to $10.92 billion) and a $400 million decline in 
imports (to $12.74 billion) resulted in the improved trade 
balance. In the first half of 1990, however, the expansion of 
the export growth rate has slowed, in part due to an overvalued 
currency. 


The net services account deficit fell $238 million to 

$1.90 billion for 1989. Overall, goods and services registered 
a $3.73 billion deficit, an improvement of 28 percent compared 
with 1988. An increase of $300 million brought the net 
unilateral transfers account to $4.88 billion. As a result of 
this development, the current account swung from a $627 million 
deficit in 1988 to a $1.15 billion surplus in 1989. 


The capital account showed a $13 million net deficit. Following 
the January 1989 devaluation, there was a substantial inflow of 
capital, and foreign exchange reserves recovered. Capital flows 
related to speculative activity may explain the large errors and 
omissions item in the balance-of-payments accounting. The 
overall balance moved from a deficit of $1.16 billion in 1988 to 
a surplus of $1.39 billion in 1989. 


Since the hyperinflation of the mid-1980s, U.S. economic 
assistance has succeeded in helping Israel meet its debt service 
obligations and build up its foreign exchange reserves through a 
series of balance-of-payments surpluses. Foreign exchange 
reserves have grown more or less steadily from $1.95 billion in 
June 1985 to $5.33 billion at the end of 1989. At the end of 
April 1990, Israel had $5.92 billion in reserves-—-equivalent to 
5 months' imports. 


External debt was $23.66 billion at the end of 1989--a decrease 
of $837 million over 1988. Of this, $16.58 billion was owed by 
the government, $2.67 billion by the banking sector, and 

$4.41 billion by the nonfinancial private sector. As in 1988, 
much of the decrease in debt in 1989 was caused by the reduced 
level of imports and decreased general economic activity. Net 
external liabilities of Israeli banks decreased $660 million and 
suppliers' credits to Israeli importers decreased $122 million. 
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Israeli Government debt is distributed among the U.S. Government 
(28 percent), other foreign governments and international 
institutions (9 percent), private holders of negotiable bonds 
(33 percent), holders of Israeli bonds (27 percent), and 
commercial banks (3 percent). 


Public Finance: The new Israeli shekel (NIS) 52.4 billion 
budget for Israeli fiscal year (IFY) 1989/90 (April 1, 1989 to 
March 31, 1990) finished NIS 4.7 billion in deficit. This 
equaled almost 6 percent of GDP. Additional security expenses 
related to the intifada, lower than expected tax receipts, the 
redemption of a large block of government bonds, and higher than 
forecast unemployment partially accounted for the actual deficit 
far exceeding the projected deficit of NIS 1.66 billion. 


For the current fiscal year, the government proposed a 
noninflationary budget of NIS 62.5 billion ($30 billion at an 
exchange rate of 2.08 shekels to the dollar). Compared with 
last year, the Construction and Housing Ministry and the 
Immigrant Absorption Ministry will receive significantly larger 
allocations. 


A rising number of immigrants necessitated a NIS 2.5 billion 
supplemental budget in July. With the supplement, the projected 
budget deficit will increase to NIS 5.4 billion, just over 5 
percent of GDP. Funding for the deficit is expected to come 
from increased overseas borrowing, the sale of state-owned 
enterprises, and increased revenues. The Bank of Israel (BOIL) 
fears that sustainable growth will not be possible unless 
government deficit spending is held below 3 percent of GDP. 


After subtracting U.S. assistance of $1.8 billion, Israeli 
defense spending will account for about 9 percent of GDP, or 
slightly more than 20 percent of the total budget. By both 
measures, the defense burden has declined steadily since 1985. 


Tax revenue rose 8.4 percent, from NIS 23.14 billion in 1988 to 
NIS 25.09 billion in 1989. Due to sluggish economic activity 
and the elimination of tariffs on most products imported from 
Israel's major suppliers in the EC and the United States, 
receipts from imported civilian goods and company income taxes 
declined. Israel increased the value-added tax rate from 

15.0 percent to 16.0 percent effective March 1, 1990. 


As the first part of a broader tax reform package, the maximum 
marginal rate for individuals decreased from 51 to 48 percent on 
January 1, 1990. The marginal rate for companies dropped to 

42 percent on July 1, 1990. Approved enterprises under the 
Encouragement of Capital Investment Law pay a total tax of 

25 percent. 





Under the 1985 Economic Stabilization Program, the government 
undertook to reduce its private sector involvement. Some 170 
state-owned enterprises (SOE's) employing 65,000 workers account 
for 12 percent of GDP. The Israel Government Corporation 
Authority has a divestiture list of 50 SOE's. So far eight, 
including the Paz Petroleum Company and the Jerusalem Economic 
Corporation, have been sold to private investors directly or 
through stock issues. The Knesset Finance Committee blocked the 
December 1989 stock sale to foreign investors of the first major 
entity, Israel Chemicals. This decision set back the pace of 
privatization. 


Monetary Policy: The BOI, in an effort to facilitate business 
sector expansion, has pressured the commercial banks to lower 
interest rates on unlinked shekel credits. In support of this 
goal, the BOI expanded the money supply by lowering liquidity 
ratio requirements on demand deposits and CD's, making addi- 
tional low-interest loans available to the banks, purchasing 
bonds on the stock exchange, and expanding volumes offered in 
monetary tenders. Capital market reforms increased the 
percentage of private investment financed by bond and share 
issues. 


Nominal average annual interest rates on unlinked shekel credit 
declined from 46 percent in 1988 to 34 percent in 1989. The 
downward trend has been halted in the first quarter of 1990 due 
to the BOI's response to renewed private sector expectations of 
a devaluation. 


BOI intervention in the market kept the shekel exchange rate 
artificially high. The Israeli Government continues to move 
toward a more flexible exchange rate policy and has, in effect, 
abandoned a fixed nominal exchange rate policy. The government 
sets the exchange rate in relation to a "basket" price based on 
the currencies of Israel's major trading partners. Since 
March 1990, the shekel has been allowed to fluctuate in a band 
5 percent above and below the basket reference price. 


In May 1990, the BOI announced a new policy by which commercial 
banks can indicate daily their demand for foreign exchange. The 
BOI has initiated 3-month and 1-year foreign currency options. 
In addition, there is growing 30-day forward trading in foreign 
exchange, providing more flexibility to importers. The BOI has 
liberalized exchange controls on business sector investments 
abroad. 
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Inflation: Inflation in calendar year 1989 hit 20.7 percent, 
the highest rate since 1985. The Finance Ministry highlighted 
the 35.2 percent increase in housing prices under the pressure 
of actual and anticipated Soviet immigration. Part of 1989 
inflation also must be attributed to the delay in the deval- 
uation of the shekel until January 1989, which resulted in an 
inflation overhang. 








For 1990, the housing shortage continues to drive up housing 
costs. Since housing represents 20 percent of the general 
index, 1990 inflation will certainly exceed the budget 
document's projection of 12.9 percent; it will likely reach 
18 or 19 percent. 





Prices and Wages: Price controls imposed as part of the 1985 
Economic Stabilization Program still cover about 25 percent of 
goods and services--mainly health and education, basic 
foodstuffs, transportation services, and the products of 
monopolies, cartels, and utilities. In accordance with 
government policy to reduce subsidies, the overall allocation 
for subsidies is slated to decrease from roughly NIS 1 billion 
in IFY 1989/90 to NIS 0.9 billion in IFY 1990/91. 


The BOI sees the inflation problem rooted in the economy's 
protected and oligopolistic structures, including the wage and 
price control systems. Central bank economists note that goods 
and services under government price control, which make up 
one-third of the items included in the consumer price index, 
rose faster (28 percent), than general inflation. 


Average real wages decreased by 1.4 percent in 1989, following a 
6 percent rise in 1988. Combined with a slight increase in 
labor productivity and the devaluation of the shekel, labor 
costs per unit of output decreased, making Israeli industry more 
competitive in world markets. 


The private and public wage agreements between the Histadrut, 
the government, and the Manufacturers' Association expired 
April 1, 1990. The public sector agreement had specified a 

5 percent real salary increase in IFY 1988 and 6 percent in 
IFY 1989. Private sector agreements did not specify rate 
increases, allowing for wage determinations to be made at the 
enterprise level. New accords are under negotiation. 


In February 1989, the government, Histadrut, and employers 
agreed to a new 1-year cost-of-living agreement designed to 
protect real wages without fueling inflation. The parties 
agreed to extend the accord for another 2 years in 

February 1990. Biannual adjustments compensate for 85 percent 


of monthly inflation exceeding 0.5 percent (3 percent per half 
year). 





The so-called Peres-Kessar Accords, between the Finance Ministry 
and the Histadrut, signed March 15, 1990, included an under- 
standing that the government would try to keep price rises on 
controlled items to under 10 percent in 1990. In return, the 
Histadrut agreed to forego a 1 percent cost-of-living increase 
scheduled for April 1, 1990. 


The Minimum Wage Law of April 1987 brings about periodic 
increases in lower wage levels which influence salaries across 
the board. The legislation directly affects the wages of 20 to 
25 percent of the work force. The monthly minimum wage, which 
rose to NIS 985.95 (about $493) in April 1990, is boosted twice 
a year, alternately by adjustment to the inflation index and to 
45 percent of the average wage. 


Employment and Productivity: The civilian labor force grew by 
3.2 percent in 1989, reaching a level of 1.6 million persons. 
The public sector accounts for 29 percent of employment, 
industry 22 percent, commerce 15 percent, financial and business 
services 10 percent, personal and other services 7 percent, 
transport 6 percent, construction 5 percent, agriculture 

5 percent, and electricity/water 1 percent. The number of 
public-sector employees grew again in 1989 (by 2 percent), 
despite government policy to reduce payrolls. 


At 8.9 percent, unemployment reached a 20-year high in 1989 and 
has since climbed to 9.3 percent. The number of unemployed has 
increased from 100,000 in 1988 to 142,000 by the end of 1989. 
Youth unemployment is 20 percent. The highest unemployment 
rates are in Nazareth, Beersheba, and Haifa. Rates in 


development towns are 3 percent higher than the national 
average. 


Attempts by firms to rationalize operations, a rising partic- 
ipation rate among women, and demographic additions to the labor 
market account for a significant portion of the unemployment 
gain. As many as half of the Soviet newcomers will join the 
labor market 6 to 12 months after arrival. 


In the business sector, output grew by 1.5 percent. However, 
labor productivity dropped by 0.5 percent in 1989 after rising 
by 1 percent in 1988 and by 4-5 percent in the 1985-87 period. 


In the industrial sector, labor productivity increased by 
2-3 percent. 


Trade: The United States remains Israel's most important 
trading partner, although trade with the European Community (EC) 
is larger overall. In 1989, Israel ran a trade surplus of 

$961 million with the United States. Nevertheless, the 





U.S. share of the Israeli market continued to recover after 
bottoming out in 1987. Nonmilitary imports from the United 
States increased from $2.15 billion in 1988 to $2.36 billion in 
1989 and accounted for 18 percent of Israel's merchandise 
imports. Israel's sales to the United States increased 11 
percent to $3.2 billion; this sum constitutes 31 percent of 
total exports. The data do not include military imports and do 
not correlate with U.S. trade statistics. 


Several trade arrangements facilitate Israeli exports. The 1975 
Israel-EC Free Trade Area (FTA) agreement eliminated all duties 
on nonagricultural products by 1989. The U.S. Generalized 
System of Preferences (GSP) allows 2,700 Israeli manufactures to 
enter the United States without duties. Israel also receives 
GSP-type treatment from Sweden, Finland, Norway, Austria, 
Switzerland, Canada, Japan, Australia, and New Zealand. 


The 1985 U.S.-Israel FTA will eliminate duties by 1995 on all 
products. Most goods already receive duty-free status, and 
staged reductions are taking place on textiles and apparel. 
Tariffs remain frozen at the most-favored-nation (MFN) rate on 


the most sensitive products. An accelerated reduction of these 
tariffs is under negotiation. 


Outside the scope of the FTA, Israel pursues certain practices 
which impede U.S. exports, including a purchase tax (ranging 
from 25 to 180 percent) on items traditionally considered luxury 
goods such as automobiles, electronics, cosmetics, consumer 
items, and other goods; variable levies on agriculture and food 
items; the uplift of invoiced values before duty application; 
and quantitative restrictions on U.S. plywood, pencils, and 
various food and agriculture products. 


Israel touts its unique status as a member of free trade 
agreements with both the EC and the United States. Attempts to 
interest foreign investors into using Israel as a trading bridge 
between the economic blocks have so far met with limited success. 


Investment: Israeli Government policy encourages foreign 
private investment, including joint ventures. There are 
generally no restrictions for foreigners, but investment in 
regulated sectors such as banking and insurance and in defense 
industries requires government approval. A foreign-owned entity 
must be registered. Investment incentives are provided for 
export-oriented and tourism industries and for job creation in 
designated development towns. Enterprises approved by the 
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Ministry of Industry and Trade are eligible for grants of up to 
38 percent of the value of the original investment; approved 
enterprises controlled by nonresidents are subject to lower tax 
rates, depending on the percentage of foreign ownership. 


When investing in Israel, one should consider that the 
bureaucracy can act as an obstacle, regulations can be non- 
transparent, and laws are frequently changed. Net direct 
foreign investment has declined in the last several years. Much 
of recent foreign investment activity has centered on the 
acquisition of equity in existing profitable enterprises rather 
than in the establishment of capital plant. 


Tourism: Tourism generated $1.47 billion, up from $1.35 billion 
in 1988. The number of foreign tourists approached pre-Intifada 
levels. Arrivals totalled 1.17 million, compared with 
1.16 million in 1988 and a record 1.38 million in 1987. 


IMPLICATIONS FOR THE UNITED STATES 


A competitive dollar, the FTA, Israel's sophisticated industrial 
sector, and a positive orientation toward the United States make 
Israel an attractive market for U.S. exporters. Israel is 
second only to Canada in per capita imports of U.S. products. A 
cost advantage for many U.S. goods does exist--American 
companies should be aware and act. Information about the FTA 
can be obtained at the Israel Information Center, Room H2039, 
U.S. Department of Commerce, Washington, D.C. 20230, phone: 
(202) 377-4652, or at Commerce Department district offices. 


The market range for U.S. products appears to be broadening into 
less sophisticated industrial and consumer areas, but high 
technology products continue to present the best prospects in 
the sophisticated Israeli market. 


Computers and Peripherals: The computer market remained static 
in 1989 despite a growing realization that computerization is 
essential, especially in industry. The high cost and limited 
availability of capital has stifled investment in modern 
computer infrastructure. Software sales have increased, but the 
slowdown in hardware sales imposes real limits on the market. 


Total 1989 computer imports from the United States fell 

2.2 percent to $141.3 million. The U.S. share of the import 
market dropped below 50 percent for the first time in 1989, 
reaching only 47.7 percent. This is particularly disappointing 
in light of overall 4.1 percent import market growth. 
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If the economy recovers in 1990 as expected, we predict 

6-7 percent real growth in the demand for computers and 
peripherals, and 12 percent in 1991. Demand for advanced 
scientific and engineering computer systems, workstations and 
personal computers will be high in both years, offsetting the 
still sluggish market for mainframes and minicomputers. 


Defense establishments dominate public sector procurement 

(50 percent), and the Ministry of Defense is expected to be even 
more active in the next years as more powerful operating systems 
allow advanced parallel processing. Banking and insurance 
companies are the principal private sector end-users. Other 
increasingly computerized sectors include the hotel industry, 
the construction industry, customs brokers, international 
freight forwarders, and civilian government agencies. Local 
industry may change its demand patterns in preparation for 
EC=1992. 


Computer-integrated manufacturing (CIM) is not well developed, 
but there is growing awareness among small- and medium-sized 
manufacturers that this technological gap must be bridged. 
Large companies using local subcontracting services are 
demanding the availability of automated storage devices and 
computer-to-computer communication when transmitting 
specification information. We believe CIM-related systems will 
show a substantial growth in the coming years. 


Domestically produced computers are not significant competition. 
In 1989, local production amounted to $410 million, a 15 percent 
increase over 1988. Most of its output is highly concentrated, 
with two-thirds manufactured by Elbit and Scitex, Ltd. A large 
portion of locally manufactured machines are exported, and the 
market share of domestic industry in 1989 was only 24 percent, 
but is expected to grow, especially in the area of peripherals. 


Hardware distribution firms report a steady increase in sales 
in the first half of 1990. Profits, however, continue to lag 
as a result of fierce competition and government procurement 
policies stressing price as the most important criterion. 
Government purchases of computers often contain offset 
arrangements, sometimes reaching 60-70 percent of contract 
value. Although offset arrangements are discouraged under the 
U.S.-Israeli FTA, U.S. suppliers should expect offset demands. 
Israel has a variety of locally made components to offer as 
offset, and two large U.S. computer firms have already 
established R&D facilities here. 





-13- 


Since Israel has a relatively well-developed software and 
hardware industry, a number of foreign suppliers have entered 
into joint-venture arrangements with local firms. 


Metalworking Equipment: This $160 million market is expected to 
maintain a steady 10 percent growth rate over the next 

3 years--as opposed to a 30 percent drop in demand in 1989. 
Imports fell 28 percent, but were still able to expand market 
share to 70 percent. The 71,000-person domestic industry 
constitutes 20 percent of the country's industrial output and 

25 percent of its exports. Growth in this market depends on the 
demand for automation equipment and advanced machinery in high 
technology domestic defense industries and sophisticated export 
businesses. 


The development of metalworking, metallurgy, tactical 
communications, missile systems, armor, and avionics as leading 
industries remains a high priority for the Israeli Government 
due to international demand for its military products. Public 
and private users of metalworking equipment are receptive to 
advanced devices and systems. The grounding of the Lavi Air 
Fighter program spurred new business projects utilizing the same 
high technology. 


There is a palpable pro-American attitude in many segments of 

the market. American products enjoy an excellent reputation for 
performance, reliability, and advanced design. The United States 
was the only major supplier to expand exports in 1989, ringing up 
$19.6 million in sales, second only to West Germany's 

$19.9 million. Germany, Japan, and Italy remain strong 
competitiors, especially in machine tools, rolling equipment, 
hydraulic presses, and hand tools. 


Construction Sector: The Israeli Government is under pressure to 
provide, on a timely basis, quality housing for increasing 
numbers of immigrants. Israeli housing starts may more than 
treble, to 60,000 units, and another 40,000-70,000 prefabricated 
housing units may have to be imported through mid-1991. 


The mass immigration has forced the government to expand its 
publicly promoted building program, especially via guarantees to 
purchase unsold units built by private contractors and bonuses 
for early completion of housing projects. The Housing Ministry 
can also offer developers planning services, land acquisition 
(lease) assistance, interim financing, and indirect site 
development subsidies. 





Israeli contractors and manufacturers, looking to shorten 
building times and increase productivity, are greatly interested 
in joint ventures in pre-engineered steel or concrete medium- 
rise systems and in prefabricated housing. There are market 
opportunities for U.S. manufacturers, investors, and construction 
firms. 


The Embassy has prepared industry sector analysis (ISAs) for 
computers and peripherals, telecommunications, process controls, 
and metalworking equipment which are the best prospects for 
exporting to Israel. ISAs are available on the Commercial 
Information Management System (CIMS) at the district offices of 
the U.S. Department of Commerce in major cities across the United 
States. The construction sector also holds much promise for 
expanded U.S. participation. In short, Israel is a market worth 
considering. 
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